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Our one and only raison d’étre. 


That's right: bringing you the best coffees in the world has been 
our one-and-only purpose since 1919. That’s when Albert-Louis 
Van Houtte resolved to import and roast his own coffee using 


traditional European methods. A tradition we continue today— 
one cup ata time. 


A taste of 
Quench your passion for coffee. Visit us at EUROPE 
www.vanhoutte.com 


im your cup 
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dialogue 


Van Houtte 


“Put the customer front and centre 
of everything and execute flawlessly 


An interview with Marc G. Fortier, President and Chief Executive Officer 


On June 6, Marc G. Fortier took the reigns of Van Houtte Inc. as president and CEO. 
P. A. Guillotte’s successor shares his thoughts on the challenges that await him at 
the helm of North America’s gourmet coffee leader. 


Van Houtte: Now that you’ve been here for a few weeks, 
what is your impression of Van Houtte? 

Marc G. Fortier: My first weeks on the job confirmed what | had thought 
of Van Houtte before. This is a company founded on a long 
tradition of excellence and on the refusal to compromise 
on quality. Van Houtte uses state-of-the-art technology but 
respects the spirit and heritage transmitted by its founders 
over 80 years ago. The company therefore rests on an 


extremely solid foundation. 


If the foundation is solid, then how do you explain 

the recent drop in share value? 

The foundation is solid, yes, but we do have some challenges. 
The stock market’s reaction was perfectly normal to the 
announcement of disappointing results. For several years, 
Van Houtte’s acquisition strategy drove rapid sales and 
earnings growth that translated into high multiples on the 
market. But this past year saw the economic situation dete- 
riorate, especially in some of the sectors where most of our 
customers are found. This change was revealing in that it 


allowed us to identify certain areas that needed improvement. 


Does that mean you’re questioning Van Houtte’s 
development strategy? 

Not at all. Van Houtte’s vision remains the same: capti- 
vate North-American consumers, one cup at a time, with 
the refined taste of Van Houtte coffees and our innovating 
merchandising concepts. And our strategy also remains 
unchanged, namely, the refusal to compromise on quality 
and the development of effective distribution channels, 
primarily, but not exclusively, the food markets and coffee 


services. We plan to improve our distribution channels, 


rience. managing 
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message to shareholders 


chiefly by continuing to act as a consolidator in the coffee 
services sector. Nothing has changed there. However, from 
now on we must pay more attention to execution. This 
year’s results do not reflect a problem with strategy but 
with execution. Flawless execution is what will make sales 
and earnings resume the growth pace that our share- 


holders expect. 


What do you mean when you say execution? 
First, place the customer front and center of everything 
we do. We must motivate Van Houtte’s 1,700 employees to 
deliver a level of service that is even better than it is now, 
and support them in their efforts. As an organization, we 
must be able to integrate our customers’ expectations into 
our decision-making process. To do this requires more than 
goodwill, it requires information systems and feedback. 
Second, we must review our value-creation model, 
especially for coffee services. These past few years, man- 
agement’s attention was fully devoted to expanding the 
network. Although we must obviously continue in this 
direction, henceforth we must focus more on its opera- 
tion and stringent management. More than 70 percent of 
our Capital is invested in the coffee services network. This 
asset base can and must generate a better return than it 
does now. That means selling more for each dollar 


already invested. 


You mean expanding the customer base? 

That’s only one aspect. Of course we must look for new 
customers, but a new customer requires more investment 
than an existing one. It is therefore more important, and 
even more profitable, to further cultivate those customers 


we already have by increasing the retention rate and 


Van Houtte: sharing its success with the community 
Van Houtte believes that a good company is also a good neighbor. 
Each year, the Company allocates approximately 1% of the 
previous year’s net earnings to worthwhile causes. Recipients 
include universities, hospitals and cultural and charitable organi- — 
zations. In the past five years, Van Houtte has also distributed 


over $500,000 of free coffee at events organized by charitable 
organizations. 


further developing each account — not by forcing the sale 
but by capitalizing on their desire for better coffees and 
better brewers. It is in this spirit that Van Houtte made 
the decision to rejuvenate its equipment inventory. This is 
a way of improving service. | am convinced that this was 
the right decision, despite the write-downs it entailed. 
But in order to do all this, we must first get to know 
our customers better, and initiatives are already underway 
in this regard. For example, the decision to rejuvenate the 
equipment base was a response to a need expressed by 
our customers for totally dependable coffeemakers. But 
this type of initiative must become systematic. Being in 


tune to the customer must be a permanent state of affairs. 


You say “systematic.” Aren’t you worried about destroying 

the entrepreneurial spirit that exists at Van Houtte? 

No, entrepreneurial spirit does not mean improvisation but 
rather dynamism and creativity—characteristics you'll find 
in abundance at Van Houtte. Now, it’s just a matter of 


channeling them towards common goals. 


And how do you plan to do this? 

First, through the organizational structure. Because we are 
involved in both coffee production and distribution, as well 
as in coffee services and even in the design and production 
of brewing equipment, we see ourselves as an integrated 
company. While this is true, it is only so to a certain extent, 
because in reality, Van Houtte sometimes resembles a holding 
company. Our operations can, and must become more inte- 
grated. Duplication still exists in some tasks and costs and 
must be eliminated. We must also continue to integrate 
our service offering, for example, by further increasing the 
proportion of Van Houtte coffees in the coffee services 
network. Therefore, we must unify all our activities under 
the Van Houtte brand as planned, but first we must unify 


Van Houtte the company. 


Does this approach also apply to the U.S.? 

The precise strategy for the U.S. remains to be finalized. 
But having worked there, | can tell you that the U.S. market — 
or rather markets, are different from their Canadian counter- 
parts. The U.S. is vast and fragmented, and we are not at the 
same stage of development in the U.S. as we are in Canada. 


Our U.S. strategy will have to take this into account. 
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message to shareholders 


From left to right: Marc G. Fortier, Jean-Yves Monette and Gérard Geoffrion. 


Some people wonder about the relevance 

of your experience to manage a coffee company. 

Van Houtte has been roasting and selling coffee for over 
80 years. It doesn’t need another coffee expert! What | bring 
to Van Houtte is experience that fits perfectly with its 
challenges. On the one hand, a greater sensitivity to cus- 
tomer needs and the optimization of Van Houtte’s serv- 
ice offering in light of these needs; and on the other, the 
integration of operating units into a more efficient and 
better coordinated whole. | can bring a new way of looking 
at our business models, and as a result, | question how some 
things are done. We must focus more on our operational 
efficiency while continuing to participate in the market's 
consolidation when the opportunity arises. 

Be it as it may, | realize how lucky | am to be heading 
one of the most experienced teams in the industry. In fact, 
I'd like to take this opportunity to say how proud|am to be 
a part of this group. I’ve had the chance to meet many of 
the employees, in all areas of the company, and | must say 
'm impressed by how they have mastered their job and 
how intent they are on doing it well. This company has all 
the talent and know-how it needs to continue growing. 
Not only do the employees understand our execution prob- 
lems, they have the answers. If we give them the tools and 


the motivation they need, | have no doubt we'll succeed. 
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Paul-André Guillotte can be con- 
sidered the co-founder of modern 
Van Houtte. Together with Benoit 
Beauregard, Mr. Guillotte partnered 
with the Van Houtte family in 1980 
and became the company’s pres- 
ident and chief executive officer. 
A lawyer and an MBA graduate, he 
began his career as an advisor to 
decision-makers in the agri-food 
industry. It is under his manage- 
ment that regional roaster A. L. 
Van Houtte Ltée became the Van 
Houtte of today — North America’s 
gourmet coffee leader. 


Paul-André Guillotte 


hommage 


a man who gave coffee a name 


When Paul-André Guillotte and Benoit Beauregard first became interested in A.L. Van Houtte, the company had a small 
roasting plant, five specialty grocery stores and a small distribution network that supplied a few supermarkets and food 
stores. “And a name associated with quality coffee!” adds Paul-André Guillotte. 


He recounts how Pierre Van Houtte, the founder’s son, 
agreed to meet with him at his newly opened specialty 
grocery store in an office/shopping complex in downtown 
Montreal. “The sign wasn’t even up yet,” recalls Guillotte, 
“and Mr. Van Houtte was already charging more for his coffee 
than the competition across the street.” And yet it was 
here, in front of Van Houtte’s coffee counter that people 
were lining up—not across the street. “That day | saw 
concretely that Van Houtte already had the ingredients 
for success,” continues Paul-André Guillotte. “A product that 
stands out, a brand name respected by connoisseurs, and 
local but growing recognition. The seeds for growth were 
there.” And so, in 1980 Guillotte and Beauregard partnered 
with the Van Houtte family, with Paul-André Guillotte 
assuming the position president and chief executive officer 
of a newly formed company: A.L. Van Houtte Ltd. 

Van Houtte, Beauregard and Guillotte shared a vision— 
that of making superior-tasting coffee available to millions 
of North American consumers. 

To this project, the Van Houtte family brought the secret 
for roasting unique coffees of superior quality; for their 
part, Guillotte and his partner Beauregard brought the 
know-how that would make these coffees accessible to 
coffee lovers all across North America. “Van Houtte had 
mastered roasting,” explains Guillotte. “What needed to 
be developed was the distribution angle, and we had 
ideas on how to do that.” 

At the end of its first year of operations, the “new” ALL. 
Van Houtte Ltd. had posted sales of $1.3 million and $35,000 
in net earnings. Van Houtte’s growth was first born of 


innovation, and then of acquisitions. 


First, innovation. In 1981, Van Houtte launched a new 
concept, the café bistro: a small store that sold fine coffees, 
fresh pastries and custom-made sandwiches. At the 
same time, they also came up with the idea of a gourmet- 
coffee department in supermarkets and gourmet food 
stores, where consumers could find pre-packaged coffee 
carrying the Van Houtte label. 

Then came acquisitions—which in no way meant the 
end of innovation. The Company began with an IPO in 1987 
to raise funds. A few months later it made its first acquisition, 
a Van Houtte competitor. 

Other acquisitions followed, numbering about 100 today. 
These acquisitions did more than merely add volume; they 
allowed Van Houtte to add another distribution channel, 
namely, coffee services, and to go even one step further 
and become the North American leader in this sector. 

P.-A. Guillotte’s successor since June 6, 2002, Marc G. 
Fortier says the following: “Paul-André’s vision, based on 
product quality and the value of the brand, was right on and 
is still very relevant today. But more importantly, he took 
bold initiatives to turn this vision into a reality and make 
Van Houtte a key player on the gourmet coffee market in 
Canada and the U.S. All of Van Houtte’s partners, employees, 
shareholders, suppliers and franchisees are indebted to him 
in some way. | hope he enjoys his retirement, but it’s good 
to know that we can still count on his vision and experience 


on the board of directors.” 


7 Van Houtte 


From Anchorage, Alaska, to Margate, 
Florida; from Anaheim, California to 
Chicoutimi, Quebec; most North 
American consumers have access to 
Van Houtte’s gourmet coffees. 
Depending on the region, they have a 


choice of several sources. 


Everywhere in Canada and on the U.S. 
East Coast, Van Houtte coffees are 
available in the retail network - 
supermarkets, gourmet food stores, 
pharmacies... Van Houtte is now the 
best-selling coffee in all Canadian 
regions and is quickly growing in 
the U.S.A. 


In Quebec, the consumer can stop in 
one of many Van Houtte bistros and 
savor a great coffee, perhaps with a 
sandwich, a salad or a danish. In hos- 
pitals, on campuses or in other public 
places one can find a Van Houtte 


coffee, brewed one cup at a time. 


In all regions of Canada and of the 
U.S.A., Van Houtte is available at 
work. Through its subsidiaires Selena 
Coffee, Red Carpet Food Services and 
Filterfresh Coffee Services, Van Houtte 
operates the largest coffee services 
network in North America. 
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9 Van Houtte 


Between April 1, 2001, and March 30, 2002, Van Houtte sold ove 
billion cups of coffee. From Alaska to Florida, from Newfoundla 
to California, coffee lovers everywhere can savor a fresh cup 
Van Houtte coffee. For each one of Van Houtte’s 1,700 employees, 
the goal is the same: to elevate each cup from a mere hot drink to 
an experience of true tradition — the Van Houtte tradition. 
Indeed, the Van Houtte tradition is no longer one man’s deed, 
but the work of a whole team. It can be said that Van Houtte’s 
Master Roaster, Richard Clermont, is the tasting core of this team. 
Before it receives the Van Houtte label, coffee has to be approved 
by his discriminating taste. 


Richard Clermont is Van Houtte’s 
Master Roaster. As such he is the 
Company's “nose and taste buds,” 
but first and foremost, he is a sci- 
entist with a penchant for coffee. 
A trained technician in biology and 
chemistry, Mr. Clermont spent 
several years in the health field as 
a member of quality assurance 
and control teams. He discovered 
the art and science of coffee while 
working for a regional roaster in 
Quebec City before he himself 
was discovered and recruited by 
Van Houtte in 1994. 


feature 


feature 


Fine coffees and noble causes 

For over two years now, Van Houtte has been marketing organic 
coffees under the Coffee Lovers™ label. These coffees are certified 
by the Organic Improvement Association (OCIA) (www.ocia.org), 
an international organization that promotes organic farming and 
defines its standards. Some coffees in this line are also certified by 
Transfair Canada (www.transfair.ca). 


donation to Coffee Kids (www.coffeekids.org), a non-profit organ- 


ization devoted to improving the lives of children and families in 
coffee-growing countries. 


For each Coffee Lovers™ product sold, Van Houtte makes a 


one cup at a time 


Clermont knows that a good cup of coffee begins some- 
where around the equator where the beans are grown. 
This is where Van Houtte gets its beans, from established 
suppliers with which it has been doing business for years 
and who understand the high standards of Van Houtte’s 


clientele. But quality beans are not enough. This quality 


must be preserved right up to the time of roasting. How 
the beans are picked, handled and transported are just as 
important as the inherent qualities of the cherry on the 


coffee tree. 


The price of quality 

Although coffee is sold on the commodities market, the 
product is differentiated. “The prices you see fluctuate in 
the newspaper are the base prices,” explains Jean-Yves 
Monette, president of Van Houtte’s Coffee Group. 


“However, the coffee we buy is sold at a premium.” 


Fiscal 2002 was characterized by excess coffee supply, 
and consequently, a reduction in the base price. But the 
premium Van Houtte pays for prime quality arabica beans 
increased. “All factors combined —the base price, the premium 
and the exchange rate — Van Houtte paid about the same 
for its prime quality coffee this year,” remarks Jean-Yves 
Monette. “Because our product is differentiated, sales are 


relatively impervious to fluctuations in market price.” 


Roasting, Van Houtte’s way 

The heir of a roasting tradition that dates back more than 
80 years, Van Houtte has skillfully adapted its founder's 
passionate, artisan approach to its vast North American 
market. What this means is that Van Houtte still roasts 
using the traditional European small-batch roasting method 
of 450 lbs. (204 kg) of green beans at a time. 

Today’s artisan gets a boost from modern technology, 
which makes it possible to accurately control all the factors 
that make up good coffee: the temperature, roasting time, 
ventilation and cooling all stringently meet the specifica- 
tions of the recipe, batch after batch. 

Van Houtte operates four roasting plants: The main plant 
is adjacent to the Company’s headquarters in Montreal, 
two smaller plants are located in Montreal and Vancouver, 
and a fourth was added in December 2000, in Henderson, 
Kentucky. 

The integration of the Henderson plant into Van Houtte’s 
roasting network was completed during the year. “We 
have found highly qualified employees,” explains Roger 
Leblanc, Director of Operations. “In just a few months, they 
succeeded in mastering our recipes and procedures, but 
more importantly, they understand Van Houtte’s quality 
standards.” Once this step was completed, Van Houtte was 
able to reorganize its production in order to optimize the 
contribution of the Henderson plant. At the same time, 
the Company streamlined its transport methods by 


consolidating shipments. 


The Company also streamlined its product line, trimming 
about 10% off the number of SKUs (stock keeping unit, i.e. 
a combination of product and packaging, for example, 


arabica coffee, French roast, in beans, in a 170-gram bag). 


The ability to grow 

Van Houtte’s coffee shipments have increased nearly 
35% over the past two years to over 22 million pounds 
(10 million kg). Notwithstanding the integration of the 
Henderson plant, Van Houtte still requires some specific 


production tools. 


one cup at a time 


For example, the introduction of the Keurig® brewer 
into the Van Houtte coffee services network necessitated 
the installation of a K-Cup™ packaging line at the Montreal 
plant. On stream since October 2001, this line is already 
Operating at full capacity and a second was added in 
summer 2002. 

Fiscal 2003 will also see the addition of a third roaster 
at the Montreal plant in order to better balance production 
capacity. “It is important to be able to meet peak periods 
without compromising quality standards,” says Roger 


Leblanc. 


feature 


Communicating quality 


and superior coffee flavor. 


signature: “The taste of Europe in your cup.” 


Van Houtte coffee sets itself apart by the variety of the blends it offers consumers, by the richness of its 
aroma and flavor and by ensuring that all its products always embody the concern for quality that 
obsessed Albert-Louis Van Houtte. But how do we communicate this difference to those who haven’t yet 
had the privilege of tasting our coffee? That is the role of a strong brand—to transmit this message. And 


wherever it is known, the Van Houtte name is associated with the European tradition of coffee roasting 


Having expanded through acquisitions, Van Houtte uses several trademarks. “But within a few years, 
the Van Houtte brand will be used on all our products,” explains Joseph Audi, Van Houtte’s marketing 
manager. Audi is part of a team whose members come from several areas of the company and that was set 
up to develop and deploy Van Houtte’s new brand image. 

After defining the brand’s characteristics and designing the prototypes in 2001, Joseph Audi and his 
colleagues this year rolled out the new signature: on the coffee packaging, the Company’s trucks, pro- 
motional items, brewers in the workplace, coffee departments in supermarkets... hundreds of items 
carry and disseminate the Van Houtte brand in the market. 

Tradition, the artisan’s passion, and rich flavors and aromas all evoke the Van Houtte brand and 
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Van Houtte 


EHROASY: 


rT, con ate 
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To each his own. 


etc. 


Since 1919, Van Houtte’s coffee-roasting has evolved 
info an art of infinite possibilities, today offering an 
array of blends as diverse and unique as coffee-lovers 
themselves. But whichever blend you choose, we always 
use the traditional European method, roasting in small 
quantities to ensure that every coffee bean retains its 
taste, personality and aroma—down to your every cup. 


CA taste of 
Quench your passion for coffee. Visit us at EUROPE 


www.vanhoutte.com in your cup 


scoop 


A primer in coffee processing 


Coffee transformation is a complex process involving many steps, from selecting the beans 
to brewing the coffee to obtain a flavorful, invigorating drink. Quality coffee is the outcome 
of meticulous care each step of the way. 


Selecting the best coffees 

Two primary species of coffee are grown 
around the world. Robusta beans mature 
faster and therefore allow less time for 
the flavor to develop—they account for 
some 30% of the world’s coffee production. 
Because it grows more slowly, arabica pro- 
duces a better flavor and more pronounced 
aroma; this variety accounts for some 70% 
of the world’s coffee production. 

Van Houtte only buys arabica coffee, 
which it chooses from the top 10% of the 
beans that meet strict criteria, namely, 
density, moisture and size. 


Roasting 

Roasting consists in heating the beans 
to make them suitable for grinding and 
brewing. Most roasters only control bean 
color. However, for uniform roasting quality, 
some 20 parameters, including roasting 
time, temperature, heating rate and cooling 
time, must be perfectly controlled. Each 
type of coffee has its own recipe, which 

is made up of these parameters and is 
referred to as a “roasting profile”. Van Houtte 
carefully controls each one of these ele- 
ments with state-of-the-art sensors and 
software to ensure that a roasting profile 
produces consistently superior-tasting 
beans, batch after batch. Van Houtte 
controls this process even better by roasting 
small quantities, that is, 450 Ibs. (204 kg) 
of green beans at a time. 


Post-roasting operations 

Roasting does not mark the end of 

the process. After this step, Van Houtte’s 
Master Roaster creates the unique Van 
Houtte blends known for their singular, 
rich and complex taste. These blends can 
be a combination of two or more coffees, 
or the same coffees but different roasts, 
or both. 

The coffee is then shipped, either 
in whole beans or ground. Van Houtte 
offers several grinds suited to the various 
brewing methods. The coffeemakers used 
in Van Houtte’s coffee services networks, 
for example, require specific grinds to 
produce a perfect cup of coffee. Van Houtte 
uses water-cooled grinders to avoid the 
change in flavor caused by the heat 
produced during grinding. 

In all cases, however, the coffee must 
be packaged immediately as it begins 
to lose freshness as soon as it is roasted. 
Van Houtte packages its coffees right after 
roasting in packages equipped with a 
one-way freshness-valve that allows the 
coffee to release the natural gases created 
after the roasting process but without, 
however, allowing flavor-altering oxygen 
to seep in. 


a primer in coffee processing 


Sourcing 


Van Houtte establishes strategic 

es with leading equipment 
vanufacturers. It exchanges and 
tate-of-the-art roasting 
and brewing technologies. 


The choice of green coffees, the 
pment of roasting profiles 
and processes, brewing techniques 
are the focus of Van Houtte’s 
R&D programmes. 
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Van Houtte purchases coffee from 
reputable brokers and producers 
with whom it has established 
solid relationships. 


Quality Control of Green Coffee 


Receiving of green coffee 
As soon as it is received the green 
coffee is controlled for compliance 
with order specifications. 


Tasting 

The Master Roaster tastes coffees 
prepared from samples to assess 
the qualities of the green coffees 
delivered. 


Cleaning 
Green coffees are cleaned of all 
the remaining impurities. 


Roasting 


Roasting 
Van Houtte roasts coffee in smal 
batches (450 |b or 204 kg) to en! 
better control of all parameters, 


Blending 

The Master Roaster can blend 
together different coffees after | 
are roasted, thus offering consul 
a unique, rich and complex taste 


Tasting 
Beyond science, taste. The Masté 
Roaster uses his discriminatin 
taste buds. 


Grinding 

Van Houtte uses water-cooled 
grinders to prevent any taste 
alteration. 


a primer in coffee processing scoop 
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Storage 

Coffee is stored in carefully controlled 
conditions of temperature and 
humidity. 


Order processing 

Orders are received from Van Houtte’s 
coffee services, supermarket chains 
or other types of customers. 


Shipping 

- fe . Coffees are shipped to the various 
a outlets where coffee lovers will find 

their favorite blends—a source of 

Flexible packaging (bags) satisfaction, one cup at a time. 

Thanks to the unique properties of the 

freshness-valve, Van Houtte can pack 

the coffee immediately after roasting 

and ensure maximum freshness. 


Metal cans 
Some consumers prefer canned coffee. 


Bulk packaging 
Institutional clients require packaging 
tailored to their needs. 


Be everywhere, do everything, and never fail to astonish the customer. 


Margaret Getchell (Macy’s) 


service 


Coffee is served! 


Where can you enjoy a cup of Van Houtte coffee? At home, at the office, at a bistro; 
why not at the corner store or on campus, between courses? Depending on where 
they live in North America, consumers can drink and buy Van Houtte coffee in several 
locations: retail establishments, the workplace, café bistros and other public places. 


Van Houtte, the best-selling gourmet coffee 

in Canadian supermarkets 

“The Van Houtte gourmet coffee unit is one of the most 
attractive departments in the supermarket where | shop,” 
confides Marie-Francoise Hervieu of the Montreal suburb 
of St. Lambert. “There’s a wide selection of blends, and 
whether or not the beans are ground, | know that with 
Van Houtte |’m getting the best coffee. I’ve learned that 
regardless of the quality of my brewer, a good cup of coffee 
begins with the best quality beans.” 

Mrs. Hervieu echoes the sentiments of millions of 
coffee enthusiasts. In 2002, the Van Houtte brand became 
the best-selling gourmet coffee in supermarkets in all the 
regions of Canada. And this was accomplished by installing 
gourmet coffee units in thousands of points of sale 
across Canada. “After more than 20 years of fine tuning, 
the Van Houtte program is very attractive for supermar- 
kets,” explains Alain Larocque, vice-president of sales and 
development. “Because it is the anchor of a fine foods 
section that shoppers visit regularly, it generates traffic 
and profits.” 

In addition to the product's quality, the advantages for 
the retailer explain why Van Houtte once again increased 
its presence in Canadian supermarkets in 2002. Two reasons 
explain this performance: first, more stores implemented 
the Van Houtte program, especially in Ontario and in the 
West; second, many stores that already sell Van Houtte 
coffees decided to devote more space to the brand, which 


can be as much as 24 linear feet in a supermarket. 
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coffee is served! 


Van Houtte began its foray into the U.S. retail market only 
in 1998, targeting the east coast first. Fiscal 2002 was a 
milestone, with the Company nearly doubling the number 
of points of sale that offer its products, creating a network 
that now stretches from Florida to New England. Moreover, 
Van Houtte has agreements with the three largest food 
retailers on the U.S. east coast. 

Both in Canada and the U.S., the merchandising concepts 
developed by Van Houtte have proven their effectiveness, 


bolstering sales on a comparable store basis. 


The leading coffee services network in North America 

Mrs. Hervieu also drinks Van Houtte coffee at work, thanks 
to Van Houtte’s coffee services network — the largest of its 
kind in North America. Mrs. Hervieu’s office had their pick 
from Van Houtte’s coffee service programs and chose to use 


a single-cup brewing system that allows employees to select 


their preferred blend from an assortment of coffees. 

In North America, over 2 million people have access to 
Van Houtte’s coffee services, which are sold in Canada as 
Selena Coffee and Red Carpet Food Services and in the U.S. 
as Filterfresh Coffee Services. Over the next few years, 
the Van Houtte brand will become more prominent in the 
activities of these three units (see box “Brands’). 

“Coffee services is exactly what the name says, a service,” 
says Jacques Brunelle, vice-president of the Canadian 
coffee services operations. “And ensuring service quality 
is different than ensuring product quality. It is certainly not 
more difficult, but it is more complex. Our goal is to achieve 
a level of coffee service quality that is as high, and above all 


as consistent, as that of Van Houtte coffee.” 


Van Houtte franchisee garners 

a Maillon d’Or 

Marc Thériault, the owner of a Van Houtte café 
bistro franchise in Saint-Jean-sur-Richelieu, 
Quebec, was recently awarded a Maillon: 
d’Or prize in the manager category. The 
prize was awarded by the Conseil National 
sur le Franchisage et le Partenariat [National 
Franchising and Partnership Council] for his 
involvement in the development and imple- 
mentation of a new breakfast formula that 
was successfully introduced in the Van Houtte 


café bistro network. 


Assuring this service quality requires controlling a number 

of parameters: 

w First, those aspects responsible for producing a quality 
cup of coffee: blends that suit customers’ tastes, fresh 
coffees and the right brewer, properly maintained and 
adjusted to ensure optimal brewing; 

w Second, those aspects that ensure coffee availability at 
all times: coffee delivered as often as required and in 
the quantities ordered, brewers in serviceable condi- 
tion that meet users’ requirements, and an adequate 


response time to service calls. 


“The reason we launched a program to rejuvenate our 
brewing equipment in 2002 is to improve both service 
quality and cost-effectiveness,” explains Jacques Brunelle. 
“A newer equipment base will improve the quality of the 
coffee for consumers while trimming our maintenance 


costs.” 


coffee is served! 


service 


coffee package. 


- Van Houtte brand. 


Brands: When loyalty becomes an issue 
Most of the 2 million people who drink Van Houtte coffee at work don’t even know it. Depending on where they live, 
_ they are familiar with Selena Coffee, Red Carpet or Filterfresh; at best, they see the Van Houtte name on their 


That will all change as Van Houtte begins to affix its signature on its coffee machines and packages. “We don’t want 
es ‘to do this too fast,” explains Roger Cohen, the president of Filterfresh Coffee Services, Inc., Van Houtte’s U.S. coffee 
‘services subsidiary. “Filterfresh has been an established brand for years in the U.S.” Cohen and his team will there- 
fore first target new customers who have not yet developed a loyalty to the Filterfresh brand, as well as those who 

- purchase Keurig® brewers, since these machines and the brewing chambers they use are only marketed under the 
Van Houtte brand. In Canada, Jacques Brunelle faces the same challenge. Selena has been established since 1977 and 
Red Carpet for over 50 years. In both Canada and the U.S., some 10% of customers now fully identify with the 


But good service calls for even more. One must antici- 
pate customers’ needs. “We must be very proactive,” 
maintains Anthony Conzo, a Filterfresh franchisee who has 
been serving Long Island since 1989. “| would say that for 
every customer, we must reinvent ourselves every two or 
three years, either because their needs change or the 
company grows or shrinks, or because they simply become 
bored with their coffee service and their level of satisfac- 
tion drops. People in the workplace like to see their decor 
change every so often. Introducing a better brewer or a 
new line of coffee blends and hot drinks — all these things 
typically have a positive effect on the perceived service 
quality and on consumption,” continues Conzo. “You must 
be attuned to the customer and regularly analyze his 
consumption profile in order to pick up on any problem 


before it becomes serious.” 


Van Houtte’s café bistros 

Mrs. Hervieu has also been known to stop at a Van Houtte 
café bistro near her work, either for breakfast with a latté 
or for a sandwich and a coffee at lunch, or even a light meal 
before an evening out. 

Van Houtte operates 56 café bistros, including 53 fran- 
chisees. Of this number, 35 have been renovated to meet 
Van Houtte’s new standards. 

Some of these cafés are located in urban areas where 
they generally measure about 2,000 square feet. A smaller 
version measuring some 500 square feet is used in shopping 
centers. “We're in the process of developing an intermediate 
concept, which will be geared to medium-sized cities,” 
explains Stéphane Breault, president of the cafe bistros 
division. “This will allow us to expand into several regions 
of Quebec.” 

Another format is the café bar, operated under license in 


public places such as teaching institutions and hospitals. 
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k Hallé (on left) is a mechan- 
ical engineering graduate from 
Université de Sherbrooke. Prior 
to joining the VKI R&D group in 
May 2002, Mr. Hallé spent more 
than five years as manager of a 
medical products design team 
in the R&D division of a multi- 
national corporation. 


A designer at VKI since 1989, Robert 
Declos (on right) is a graduate in 
industrial design. In fact, Mr. Declos 
helped pioneer the first generation 
of Vista II™ brewers, the Caffe Mio™ 
coffeemaker and several other 
accessories and models. In 2000, 
he was mandated to implement a 
product development process. 


technology 


One can easily imagine the craftsman roaster as an old master 
with empirical knowledge acquired on the job over many years 
of practice. Applying knowledge and instinct at the same time, he 
monitors the mixes, cooking time and temperature; he sniffs the 
aroma, he tastes, he adjusts the settings... 


Well, not exactly any more. Today science and technology 
play a large role in the coffee roasting process. Make no 
mistake about it, the roaster is still a craftsman. Notwith- 
standing the scientific approach acquired through an 
education in chemistry and biology, Van Houtte’s Master 
Roaster Richard Clermont admits that “coffee, in the final 
analysis, is a matter of taste, pleasure and even emotion. 
This complex combination defies analysis by machines, 
sensors and information technologies.” 

Taste is why Van Houtte has so many roasting profiles. 
Including the post-roast blends, Clermont and his team 
produce 105 different coffees to satisfy even the most dis- 
cerning consumers, whether at the breakfast table, at a 
business meeting or relaxing with an after-dinner cigar. 

Clermont adds: “Producing gourmet coffee is still an 
art, but it’s been helped along by technology, which allows 
us to accurately measure and control all the essential 
parameters involved in roasting and brewing. Consequently, 
our processes are highly reliable. Batch after batch, a given 
roasting profile always produces the same result. This 
consistency is a critical component of quality.” 

And it is for this reason that research, development and 


training are important activities at Van Houtte. 


if you think of "standardization" as the best that you know today, but which is to be 


improved tomorrow, you get somewhere. 
Henry Ford 
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rh he Secret in VOG 


t VKI Technologies, everyone is excited about the VOG. project. 


won't be privy to the details. “Sorry, it’s confidential at this | 


Try 


anxious to see the aes s response, 


” 
me, 


-ryone is talking about it, but if you’re not on the inside, you : 


says ea Mace: mee of Bike and ‘ 


art meets high tech 


How much coffee? 

Carefully selected green coffee and perfect roasting are 
essential to obtaining good coffee. But beyond that, a good 
cup of coffee also requires proper brewing. 

As such, Van Houtte pays special attention to the 
brewing parameters of its coffee machines. At Van Houtte, 
the Brewing Quality and Technology team is responsible 
for defining the brewing standards for each type of machine 
and ensuring its application across the coffee services 
network. 

During the year, this team rolled out the “Van Houtte 
Standard of Excellence” across the coffee services network, 
a program that required special training for all the branch 
managers. Marie-Claude Dessureault’s team reviewed the 
coffee lines for each type of brewing machine and stream- 
lined the formats of the single portion serving packs in light 


of consumer research results. 


VKI Technologies: Innovation is a way of life 
Mankind has been brewing coffee for so long that one 
would expect coffeemakers to have come as far as they 


can. Not at VKI Technologies, where innovation is almost an 


| 


PaaS ate at acne 


” he ee “] aoe t know 


of any other brewer like this one anywhere. Managers from Van ‘ 
Houtte’s coffee services network saw a prototype at work: and 


1eir reaction was cpa eke As well, our tests with consumers 
are very promising.” Se cee : co 
If you prod further, he will reveal that the echo: used i Mt | 
this new machine is partly the outcome of VKI indigenous R&D | 
and partly obtained from a European company under: a Wee 
agreement. 
But that’s as far as he will go. Ask any more questions and he'll” : 
tell you to wait for the launch in the second half of fiscal 2003! E 


obsession. Specializing in the design and manufacture of 
single-cup brewing systems, this subsidiary pioneered the 
first single-cup coffee machine in the 1960s. 

“Innovation is part of the corporate culture at VKI 
Technologies,” explains its president, Mario Tougas. In 2001, 
VKI was certified ISO 9001, and re-certified in 2002 for the 
quality and rigor of its processes, from the design phase 
right through to manufacturing and after-sale service. 

At VKI, innovation is not the exclusive domain of a 
scientist holed up in his ivory tower. It’s everybody’s passion. 
It therefore comes as no surprise that VKI was named one 
of the ten best employers in Quebec by Affaires+ magazine 
and by the Léger Marketing survey firm. From beginning to 
end, the innovation process involves a multitude of people, 
from engineering, marketing, design, procurement, pro- 
duction and customer service—as well as customers. This 
interaction creates an environment that not only drives 
innovation but encourages employees to continuously work 
on improving existing products. 

For example, this past year VKI did not develop any new 
brewing systems — though a major innovation is scheduled 
for 2003 (see box: The Secret in VOG). Instead, in 2002 VKI 
focused on making major improvements to its existing 
models: a coin changer. for Piccolina™ and Caffe Mio™, an 
auxiliary powder dispenser for the Piccolina™ brewer, and 
the design and launch of the Van Houtte livery for the 
Suprema™ model. Some of the innovations are not evident. 
For example, VKI is in the process of developing a water 
treatment process that will reduce calcium deposits in 
order to provide an optimal brew regardless of the 
water’s characteristics. 

During the year, VKI also prepared to integrate Keurig® 
brewers into the line of brewing systems offered by 
Van Houtte’s Coffee Services. To that end, it developed the 
IMR program (Installation, Maintenance, Repair) for this 
machine, geared to service personnel. 

VKI is poised to begin production of the Keurig cof- 
feemaker, designed and marketed by Keurig Inc.,a U.S.-based 
company in which Van Houtte is now a partner and share- 
holder. VKI will produce all the B2003 machines for the 
North American market and is scheduled to begin ship- 
ping in September 2002. “This model has been extremely 
successful on the North American market. Not only will it 
increase VKl’s revenues by some 25%, it will increase the 
proportion from outside sources,” notes Mario Tougas 
with satisfaction. 
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Van Houtte acquires 

The Alexandria Group 

Atlantic City, New Jersey, June 2001 — 
Van Houtte acquired three Filterfresh 
franchises of coffee services provider The 
Alexandria Group. Serving Atlantic City 
(New Jersey), Richmond (Virginia) and 
Margate (Florida), these three branches 
had 1,400 single-cup brewers in operation 
at the time of the transaction. 


Van Houtte signs an agreement 
with Keurig Inc. 

Montreal, Quebec, September 2001- 

Van Houtte announced the signature 

of an agreement with Keurig Inc., the U.S.- 
based company behind the development 
of the Keurig® Premium Coffee System. 
This single-cup brewer uses a pre-packaged 
K-Cup™ that serves both as a brewing 
chamber and a filter. Impervious to air, 
moisture and light, these K-Cups™ deliver 
a fresh cup of coffee every time. 


Coffee Brew Services integrates 

into Van Houtte 

Calgary, Alberta, November 2001 — 

Van Houtte completed the acquisition 

of Coffee Brew Services Ltd. After 20 years 
1 operation, this Calgary-based coffee 

service has 1,000 customers and 


20 employees 


Van Houtte acquires Coffee 

for a Purpose Inc. 

Denver, Colorado, January 2002 — Van Houtte 

acquired Denver-based Coffee for a Purpose 

Inc., a coffee service that sells some 125,000 

pounds of coffee every year. The company 
jas integrated into the Filterfresh branch 


in Denver 


Two coffee services acquired in Texas 
San Antonio, Texas, February 2002 — 

Van Houtte purchased two coffee service 

providers in Texas. The first, Ag-Horn Coffee 
and Food Service Company, located in San 
Antonio and Austin, has a customer base 

of about 1,900. The second, Filterfresh 


San Antonio, also serves the San Antonio 
and Austin markets and was previously 
a franchise. Both companies have been 


consolidated and are now operating under 
the Filterfresh San Antonio and Filterfresh 
Austin banners. 


Activities consolidated in New York 
New York, New York, February 2002 — Save 
for its Bronx operations, all the operations 
of franchisee Filterfresh Hudson Valley, 
which serves the greater New York area, 
were consolidated into the Filterfresh 


Atlantic Jersey division. The Bronx borough 


will continue to be served by a franchisee 
operating under the name Filterfresh 
Bronx County. 


Van Houtte acquires an interest 
in Keurig Inc. 


| Cambridge, Massachusetts, February 2002 — 


Van Houtte acquired 1,463,000 newly 
issued shares of U.S.-based Keurig Inc. 
for a total consideration of US$9.5 million, 
or US$6.50 per share (approximately 


| $15.4 million and $10.46 respectively). This 
| investment brings Van Houtte’s stake in 


Keurig to about 27.7% (23.7% fully diluted). 


Keurig draws its revenue from two sources: 
| the first is royalties collected from roasters 
| on the sale of coffee packaged in specially 

| designed K-Cups™ for the company’s 


patented system; the other is from the sale 
of its equipment to coffee services. By the 


| end of 2001, Keurig had sold over 23,000 
| systems. From 1998 to 2001, the number 


of K-Cups™ produced under license grew 
from 3 million to 100 million. 


| Keurig currently has licensing agreements 
_ with six high-end roasters in the U.S., 


Canada and Japan. Van Houtte has been 


| 


a member of this elite group since October 
2001 and has also added the Keurig system 
to its line of single-cup brewers. Van Houtte 
now produces 16 varieties of coffee in 
Keurig K-Cup™ containers, distributed 
under the Van Houtte label across its coffee 


_ services network in Canada and the US. 


| 
| 
| 
| 
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Van Houtte integrates a good 
customer into its network 

Montreal, Quebec, April 2002 — Van Houtte 
acquired Snackon Food Services Ltd, a 


| 22-year-old company based in Montreal 


that already purchases more than half its 
coffee from Van Houtte. This company will 
be integrated into Van Houtte’s Montreal 


coffee services operations. 


Van Houtte acquires a Dallas 
Filterfresh franchisee 

Dallas (Texas), April 2002 — Van Houtte 
purchased Eve's Seeds Inc., a franchisee 

of Van Houtte’s U.S.-based subsidiary 
doing business under the name Filterfresh 
Dallas. The company will continue operating 
in Dallas and will be administratively 
integrated into the Austin branch. 


VKI Technologies will produce all 
Keurig B2003 brewers for the North 
American market 

Montreal, Quebec, April 2002 — Van Houtte 
signed a non-exclusive production 


_ agreement with Keurig under which VK| 


Technologies will produce all the Keurig® 
B2003 brewers for the North American cof- 
fee services market. The first shipments are 
scheduled for September 2002. This con- 
tract should increase VKI Technologies’ sales 
by more than 25%. 


Management’s discussion and analysis of operating results and financial position 


Management's 
discussion and analysis 


of operating results and financial position* 


Van Houtte’s consolidated financial statements for the fiscal year ended March 30, 2002, contain 
significant “non-recurring” charges. These are the outcome of a strategic decision to rejuvenate the 
Company's coffee services equipment in order to improve customer service and optimize maintenance 
costs. (See “Non-Recurring Charges”). 


Before these non-recurring charges, Van Houtte posted net earnings of $18.1 million, or $0.84 per 
share ($0.83 fully diluted), against $21.8 million or $1.01 year earlier ($0.99 fully diluted). After the effect 
of these non-recurring charges, net earnings for the year amounted to $5.2 million, or $0.24 per 
share (basic and diluted). 


Operating results 


Sales up 13.6% 

Van Houtte recorded consolidated sales of $317.1 million for fiscal 2002, a 13.6% increase over last 
year. Most of this progression stems from acquisitions made during the year and in fiscal 2001 
and, to a lesser extent, from growth in sales of the Coffee Group in supermarkets. 


Van Houtte recorded 28.4% of its sales in the U.S., against 23.6% last year and 70.8 % in Canada, 
compared with 75.3% in 2001. The relative growth in U.S. sales out of total sales is the logical outcome 
of the Company's development strategy, which aims to aggressively penetrate the U.S. market 
through acquisitions and internal growth. In light of the acquisitions made in 2002, the U.S. market will 
occupy an increasingly larger proportion of sales in the years to come. 

Segment: Coffee Services 

Coffee services operations generated sales of $192.6 million, advancing 23.9% over 2001. Most of 
this growth was realized on the U.S. market, which grew 47.5%. Van Houtte’s U.S. operations 
benefited from the acquisitions made in 2001 and 2002 in several regions of the United States. 
In Canada, where Van Houtte estimates its share of the coffee services market at more than 50%, 
sales advanced 11.9%. 

Given the contribution expected from Van Houtte’s acquisitions, this growth falls short of expectations. 
Coffee services sales are sensitive to fluctuations in the labor market, particularly in large 
workplaces of the service sector. In 2002, this economic factor had a severe impact in the U.S. 
where, from Q2 on, the events of September 11" greatly affected sales in the large Manhattan 
branch, and to a lesser extent in Canada. 

However the job market situation only partially explains this performance. Therefore the Company, 
while making a strategic investment in the rejuvenation of its equipment, decided to boost 
sales by implementing a more aggressive marketing strategy and further sharpening its competitive 
edge by the quality of its service. 

Single-cup brewing equipment belonging to Van Houtte stood at 36,433 machines at March 30, 2002, 


compared to 35,628 last year. 


ompany”) processes coffee, a commodity subject to price volatility, both 
j ] t indicator of the Company’s growth, 
on the selling and purchasing ends. As such, sales are a less than perfec of th 
which ee also he assessed using other indicators that management consider significant, namely, the number 


of pounds of coffee sold and the number of brewing machines installed. 


*Van Houtte Inc. (“Van Houtte” or the “C 
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Segment: Roasting and Marketing 

Roasting and marketing operations include roasting and marketing coffee in the retail and food 
services networks, manufacturing single-cup brewers, franchising café bistros and operating 
vending machines. These activities generated $161.6 million in sales, compared with $164.6 million 
a year earlier, even though shipments by the Coffee Group amounted to 22.1 million pounds in fiscal 2002, 
up 13.1% over last year. This growth reflects the penetration of Van Houtte’s coffees into major food 
chains in the U.S. and Canada as well as their successful marketing in the coffee services network. 


VKI Technologies, for its part, recorded a drop of over 30% in sales. This subsidiary produces 
single-cup brewing equipment, and the Company’s coffee services network is its main customer. 
Consequently, it was hard hit by the slowdown in coffee services. 


Vending machine sales dipped slightly, because of the unfavorable economic climate and the loss 


of customers. 


Operating earnings 
Earnings before interest, taxes, depreciation and amortization (EBITDA) stood at $63.9 million, close 
to the $63.3 million recorded a year earlier. 


EBITDA attributable to coffee services operations were $32.1 million in 2002, compared with $34.1 million 
a year earlier. Entirely attributable to the last quarter, most of the decrease is due to the recording of 
certain end-of-year adjustments and provisions. Thus, adjustments retroactive to the acquisition date 
had to be made in order to harmonize the recording of certain expenses incurred by some units 
acquired in the past two years. 


The EBITDA of the manufacturing and marketing division advanced 8.6%, reflecting an excellent 
performance by the Coffee Group. The growth of this division was slowed by the downturn at 
VKI Technologies. 


Depreciation and financial expenses 
At $28.0 million, depreciation (excluding goodwill amortization and write-down) for the year was up 
16.2%, reflecting the growth of the Company’s equipment inventory, mainly as a result of coffee 
services acquisitions in fiscal 2002. 


Financial expenses increased from $3.4 million to $4.9 million due to the Company financing part 
of its expansion through debt. 


Non-recurring Charges 

The Company’s growth strategy is based on maintaining and honing its competitive edge, which by 
far and away is its coffee quality. For coffee services, the quality of the service and brewing systems 
are also just as important. In order to set itself apart from the competition by: 


=> the overall quality of its service, 

> leveraging its leading-edge technology, 

> optimizing the maintenance program for its installed 
single-cup brewing equipment, and 

> establishing a solid and distinctive position in the market, 


Van Houtte decided to rejuvenate its equipment inventory. 


The Company’s branding strategy also militates in favor of disposing of any equipment whose 


functionality or appearance does not do justice to the quality image that the Van Houtte brand 
must convey. 


To this end, and in order to keep pace with market conditions and technological advancements, 
management carefully reviewed the future use its existing coffee services equipment and vending 
machines. Thus, the value of some equipment has been written off and a write-down taken on others. 


This decision gave rise to non-recurring charges of $17.7 million before taxes, and $11 million after 
taxes, or $0.51 per share. These items have no impact on cash flow. 


fo) 


Management's discussion and analysis of operating results and financial position 


Beginning in fiscal 2003, Van Houtte will limit the useful life of its brewers and vending machines 
to seven years and will depreciate them accordingly. It will also harmonize the depreciation 
policies of the other types of fixed assets in all its operating units. Management has determined 
that these changes will increase depreciation expense by about $40,000 in fiscal 2003. 


Other non-recurring items without impact on cash flow totaled $3.1 million pre-tax ($1.9 million 
or $0.09 per share after taxes). 


Earnings before goodwill amortization and write-down 
Before non-recurring charges, earnings before goodwill amortization and write-down were $22.5 million, 
or $1.04 per share, compared with $24.3 million or $1.13 ($1.11 fully diluted) a year earlier. 


After the effect of non-recurring charges, earnings before goodwill amortization and write-down 
amounted to $9.6 million or $0.44 per share ($0.44 fully diluted). 


Van Houtte recorded a depreciation expense and a reduction in the value of goodwill of $4.4 million. 
The latter accounted for $886,000 of this total and pertains to vending machine operations. 


Goodwill amortization and write-down in fiscal 2001 stood at $2.5 million. 
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finances Management’s discussion and analysis of operating results and financial position 


Unaudited quarterly financial results 
(In thousands of dollars, except for share amounts) 


16 weeks 16 weeks 
ended 12 weeks ended ended 12 weeks ended 
07-21-01 | 10-13-01 01-05-02 03-30-02 |07-22-00 |10-14-00 01-06-01 03-31-01 


Sales . 96,264 68,503 74,647 77,647 80,955 | 60,779 66,262 Wie tan, 


EBITDA 20,314 14,980 16,397 12,226 17,613 13,969 15,643 16,065 
Net earnings 

before non- 

recurring charges 7,007 4,545 Soke 1,272 55 7/053 4,323 5,679 6,084 
Earnings 

per share 

before non- 

recurring charges 0.32 0.21 0.25 0.06 0.26 0.20 0.26 0.29 
Net earnings 7,007 4,545 5,312 (11,688) 5,703 4,323 5,679 6,084 
Earnings 

per share 0.32 0.21 0.25 (0.54) 0.26 0.20 0.26 0.29 

ash Flows Cash resources and financial position 


1s of dollars) 


Liquidity: cash flow from operations up 2.4% 


: Operating cash flow advanced 2.4% over last year to $48.8 million. Cash flow per share stood at 

s $2.26 ($2.23 fully diluted), against $2.21 a year earlier ($2.17 fully diluted). 

The Company used $2.9 million in operations before changes in non-cash working capital, whereas 

L it generated $4.9 million a year earlier. This result owes to the fact that receivables did not increase 
z : in proportion to sales. Van Houtte generated a cumulative operating cash flow of $45.9 million, 
: available to finance the Company’s growth and distribute to shareholders. 


Investments totaling $73.2 million 


The Company allocated $73.2 million to maintaining and expanding its capital base, including 


ean 56. 2 


e $20.4 million to acquisitions, primarily coffee services. Of this amount invested in acquisitions, $4.6 
in 
4 ae million was used to pay for fixed assets, which strengthen and extend the Company’s North American 
Ls = A network. Beyond that, the Company used $14.7 million for a portfolio investment, namely, to acquire 
oF Be 


os a 27.7% interest in Keurig Inc., the U.S.-based company that holds the intellectual property rights to 
the Keurig® Premium Coffee System. 


During the year, Van Houtte spent a total of $38.0 million on capital assets ($35.7 million net of disposals). 
During fiscal 2002, the Company paid $4.3 million in dividends to its shareholders. 


In terms of financing, Van Houtte renegotiated revolving credit agreements and increased its 
long-term debt facilities in order to finance its expansion. 


Financial position, cash requirements and outlook 
Working capital (not including the short-term portion of long-term debt) stood at $39.1 million at 


March 30, 2002, against $34.1 million a year earlier. This increase of 14.7% is somewhat proportional to 
the increase in sales. 


2000 etRRSERaRSN EE SSeS 
2001 CSCS ESE Ee 
2002 a ee 
| 
| 


The growth of the Company’s long-term assets, which consist of investments, fixed assets, future 
non-current income taxes and goodwill, was tempered by the write-off and write-down of the 
value of some coffee services equipment. The net value of Van Houtte’s fixed assets decreased in 
2002 as a result of this strategic decision. The value of investments rose from $6.4 million to $21.2 
million between March 31, 2001 and March 30, 2002, mainly due to the Keurig investment. Other 
assets advanced as a result of acquisitions made during the year. 


* Fixed assets (net of disposals) 


Although debt increased significantly in 2002, the Company’s financial health still allows it to 


actively pursue its expansion. The debt-capital employed ratio stood at 35.5% at March 30, 2002, 
against 26.3% a year earlier. 
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Management's discussion and analysis of operating results and financial position 


In 2003, the Company will continue to capitalize on the Van Houtte brand name in all its markets, 
from offices to institutions, through its Coffee Services, to home consumption, through its Coffee 


Group and major distribution networks. Management firmly believes that this orientation fully 
leverages the Company’s comparative advantages. 


The growth of coffee services will be rekindled by the quality of its equipment and service. Initial 
market reaction to the new Keurig machines bodes well for the future. 


In 2002, management examined the business model of the coffee services operations and concluded 
that a reorganization of its operating methods would increase their profitability and value-creating 
potential. Studies to this end were undertaken at the end of the year. In addition to the deployment 
of the Van Houtte brand in the network, the redevelopment of the business model—whose purpose 


is not only to improve service quality but also to identify unexploited value-creation strategies—will 
be a priority in 2003. 


After the end of the fiscal year, the Company signed a non-exclusive agreement with Keurig whereby 
VKI Technologies will produce all of the Keurig® B2003 brewing systems for the North American 
coffee services market. With the first shipments scheduled for September 2002, this contract should 
allow VKI to increase sales by more than 25%. For this subsidiary, the production of Keurig brewers 
will not only help fuel growth but will also provide a major business opportunity outside Van Houtte. 


Van Houtte’s management intends to invest in the vicinity of $32 million in fixed assets during the year 
and continue to look out for acquisition opportunities, especially in the U.S. 


The Company’s operations generate substantial cash flows. For 2002, depreciation should total 
$31 million. At March 31, 2002, Van Houtte had unused credit facilities of $38.6 million. 


In the opinion of management, the Company has the necessary financial resources to operate and to 
implement its development plan. 


Dividend policy 

Van Houtte’s dividend policy, as established by the Board of Directors, involves determining at mid-year 
whether dividends should be paid, and if so, the payout amount based on the Company’s financial 
position and investment plans. A dividend of $0.20 per share was paid in fiscal 2002, compared with 
$0.18 a year earlier. The dividend paid in 2002 corresponds to approximately 20% of the previous 


year’s earnings per share. 


Risks and uncertainties 


Van Houtte’s main product is coffee, a commodity subject to high price volatility. If coffee prices go 
up and the increase cannot be passed on to consumers, the Company’s profit margins could be 
adversely affected. However, since Van Houtte specializes in gourmet coffee—a segment that 
generates higher margins than mainstream coffee—the Company enjoys a certain degree of pricing 
flexibility. Moreover, from its own experience, Van Houtte has learned that price sensitivity is less 
pronounced in the gourmet coffee segment because consumers are already prepared to pay more for 


a superior product. 


Coffee services account for nearly 60% of the Company's total sales and EBITDA. Because these 


services are offered essentially to workplaces, especially offices, demand fluctuates directly with the 


general economic and employment situation. 


Capital Structure 


(in millions of dollars) 
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financial statements 


Management’s Report 


The consolidated financial statements contained in this annual report have been prepared in accordance with generally 
accepted accounting principles and the integrity and objectivity of the data in these financial statements are management's 
responsibility. All other information in the annual report is consistent with the information and data contained in the 


financial statements. 


In support of its responsibility, management maintains a system of internal control to provide assurance as to the reliability 
of financial information and the safeguarding of assets. The Board of Directors is responsible for the financial statements. 
its Audit Committee reviews the contents of the financial statements prior to their approval by the Board of Directors. 


The external auditors, KPMG, conduct an independent examination in accordance with generally accepted auditing standards 
and express their opinion on the financial statements. Their report is presented below. 


“) 


Paul-André Guillotte Gérard Geoffrion 
Chairman of the Board Executive Vice-President 


May 24, 2002 


Auditors’ Report to the Shareholders 


We have audited the consolidated balance sheets of Van Houtte Inc. as at March 30, 2002 and March 31, 2001 and the 
consolidated statements of earnings, retained earnings and cash flows for the years then ended. These financial statements 


are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that 
we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, 
as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of 
the Company as at March 30, 2002 and March 31, 2001 and the results of its operations and its cash flows for the years then 
ended in accordance with Canadian generally accepted accounting principles. 


KPC ae 


Chartered Accountants 


Montréal, Canada 
May 24, 2002 


financial statements finances 


Consolidated Statements of Earnings 


Years ended March 30, 2002 and March 31, 2001 


(In thousands of dollars, except for earnings per share data) 2002 2001 


Revenues $ 317,061 $ 279,173 
Cost of goods sold and operating expenses _ 7 253,144 215,883 
63,917 63,290 
Depreciation and amortization 27,981 24,074 
Financial expenses (Note 3) = 4,928 3,397 
Operating profit before the undernoted 31,008 35,819 
Non-recurring charges (Note s) PS a. 20,018 = 
10,990 35,819 
Income taxes (Note 6) =~. 1,676 11,103 
Earnings before equity in net earnings of companies subject 
to significant influence and non-controlling interest 9,314 24,716 
Equity in net earnings of companies subject to significant influence 48 (68) 
Non-controlling interest 7 a 204 (340) 
Earnings before goodwill amortization and write-down 9,566 24,308 
Goodwill amortization and write-down, net of non-controlling interest = 4,390 2,519 
Net earnings $) 55176 $ 21,789 
Earnings per share (Note 7) 
Basic 
Before amortization and write-down of goodwill $ 0.44 $ 1,5. 905} 
Net earnings $ 0.24 $ 1.01 
Diluted 
Before amortization and write-down of goodwill $ 600.44 SS aboalil 
Net earnings $ 0.24 $ 0.99 
Average weighted number of shares outstanding (in thousands) 21,604 21,590 


See accompanying notes to consolidated financial statements. 


Consolidated Statements of Retained Earnings 


Years ended March 30, 2002 and March 31, 2001 


(In thousands of dollars) 2002 2001 
Retained earnings, beginning of year as previously reported $ 81,274 $ 70,671 
Effects of change in accounting policies 

Future income taxes (Note 2a) = (251) » 

Employee future benefits (Note 2b) — ; = (2,965) 
Restated retained earnings, beginning of year 81,274 67,455 
Net earnings pe ee a ee 55176 21,789 

cou 86,450 89,244 
Dividends 4,313 3,882 
Premium paid on redemption of subordinate voting shares (Note 12) 5,259 3,976 
Share issue expenses (net of related taxes of $50) F 
7 ad 
2001 - $68) (Note 12) ee ee = == 
ee ; $ 76,791 $ 81,274 


Retained earnings, end of year 


See accompanying notes to consolidated financial statements. 
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Consolidated Balance Sheets 


March 30, 2002 and March 31, 2001 


(In thousands of dollars) _ 2002 2001 
Assets 
Current assets: 
Cash $ 4,748 $ 5,835 
Accounts receivable 38,286 34,916 
Income taxes receivable 1,748 = 
Inventories (Note 4) 23,890 22,428 
Prepaid expenses 4,487 4,623 
Future income taxes (Note 6) 2,358 75 
75,517 67,877 
Investments (Note 8) 21,181 6,368 
Fixed assets (Note 9) 128,168 131,192 
Other assets (Note 10) 140,860 128,829 
Future income taxes (Note 6) 7,914 6,436 
$ 373,640 $ 340, 702 
Liabilities and Shareholders’ Equity 
Current liabilities: 
Accounts payable and accrued liabilities $ 36,399 $ 32,715 
Income taxes payable = 1,044 
Current portion of long-term debt (Note 11) 24, 306 690 
60,705 34,449 
Long-term debt (Note 1) 95,392 80,153 
Employee future benefits (Note 2b) 3,939 4,089 
Future income taxes (Note 6) 3,404 8,049 
Non-controlling interest 2,966 3,098 
Shareholders’ equity: 
Capital stock (Note 12) 127,838 127,585 
Retained earnings 76,791 81,274 
Currency translation adjustment (Note 73) 2,605 2,005 
207,234 210,864 
Commitments (Note 14) 
Contingencies (Note 15) __ 
$ 373,640 $ 340,702 


See accompanying notes to consolidated financial statements. 


On behalf of the Board: 


= Ve ae [eich 


Paul-André Guillotte 


Director Director 


Jocelyne Pelchat 


Consolidated Statements of Cash Flows 


Years ended March 30, 2002 and March 31, 2001 


financial statements 


(In thousands of dollars) 2002 2001 


Cash flows from operating activities 
Net earnings 


$ 5,176 65 El WS) 
Adjustments for: 
Depreciation of fixed assets 26,991 22,982 
Amortization of other assets 4,703 3,720 
Amortization of financial expenses 390 176 
Future income taxes (8,330) (995) 
Non-controlling interest (305) 231 
Equity in net earnings of companies subject 
to significant influence, net of dividends received (48) 68 
Write-down and write-off of fixed assets 18,783 ~ 
Write-off of other assets 886 - 
Gain on disposal of fixed assets (291) (375) 
Gain on disposal of businesses (145) (364) 
Loss on foreign exchange = : 990 447 
48,800 47,679 
Changes in non-cash operating working capital items (Note 16) (2,909) 4,864 
45,891 52,543 
Cash flows from investing activities 
Business acquisitions (Note 17) (20,438) (49,495) 
Additions to fixed assets (37,984) (33,742) 
Proceeds from disposal of fixed assets 2,240 1, 740 
Acquisitions of investments (14,715) (458) 
Increase in other assets ; ee __ (2,326) (2,801) 
(73,223) (84,786) 
Cash flows from financing activities 
Issue of subordinate voting shares 2,387 6,254 
Redemption of subordinate voting shares for cancellation (7,396) (6,044) 
Share issue expenses (93) (180) 
Increase in long-term debt 36,878 36,348 
Dividends (4,313) (3,882) 
Investment by non-controlling shareholders in a subsidiary = 29 
Dividends paid to non-controlling shareholders = : __(231') (193) 
27,232 325052 
Effect of exchange rate changes on cash 
denominated in foreign currency oe ee (987) (150) 
Decrease in cash (1,087) (61) 
Cash,beginningofyear __ 5,835 ____ 5,896 
$ 4,748 $5835 


Cash, end of year 


See accompanying notes to consolidated financial statements. 
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Notes to consolidated financial statements 


Notes 
to Consolidated Financial Statements 


Years ended March 30, 2002 and March 31, 2001 
(Tabular amounts are expressed in thousands of dollars) 


Significant accounting policies 


The consolidated financial statements are prepared in conformity with Canadian generally accepted accounting principles. 


(a) Consolidation and long-term investments 


The consolidated financial statements include the accounts of Van Houtte Inc. and all its subsidiaries (the “Company’”). 
The major subsidiaries are Red Carpet Food Systems Inc., Selena Coffee Inc., Filterfresh Coffee Service, Inc., VKI Technologies 
Inc., Gold Cup Coffee Company Ltd., Les Cafés Orient Express Ltée, Gérard Van Houtte Inc., Red Carpet Refreshments 
Systems Inc. and Selena Food Services Inc. 


Investments in joint ventures are accounted for using the proportionate consolidation method. Joint ventures rep- 
resent a negligible portion of the Company’s operations. Investments in companies subject to significant influence 
are accounted for by the equity method. Portfolio investments are recorded at cost and would be written-down in 
the case of a permanent impairment. Investments in companies in which the Company believes it does not exercise 
a significant influence are classified as portfolio investments. 


(b) Inventories 


Raw materials are stated at the lower of cost, based on the first in, first out method, and replacement value. Finished 
goods and work in process are stated at the lower of average cost and net realizable value. 


Raw materials are accounted for at the purchase price set out under the terms and conditions of forward contracts. 


(c) Fixed assets 


Fixed assets are stated at cost, net of any investment tax credits which are accounted for when qualified expenditures 
are incurred. Interest expense and other direct costs relating to major capital projects are capitalized to the cost 
of fixed assets until the commercial production stage. 


In the fourth quarter of fiscal year 2002, the management of the Company has revised the useful life of its coffee 
services equipment, its vending machines and of several other fixed assets based on past experience. In accordance 
with this review, coffee services and vending equipment will be amortized as of March 31, 2002 over a seven-year 


period using the straight-line basis while previously they were amortized using the declining balance basis at an 
annual rate of 16.67%. 


Depreciation is calculated using the following methods and rates: 


Asset = Method Rate and Period 
Coffee service equipment and vending machines Declining balance 16.67% 
Other fixed assets Straight-line 3 to 30 years 
Leasehold improvements Straight-line Term of lease 


(d) Goodwill and other assets 


Goodwill represents the excess of the purchase price over the fair value of net assets of businesses acquired. Goodwill 
acquired until June 30, 2001 is amortized using the straight-line method over the expected period to be benefited 
which is 10 to 4o years. Goodwill, resulting from the purchase of business combinations that were consummated after 
June 30, 2001, is not amortized. The Company reviews the recoverability of goodwill on a regular basis by determining 
whether the unamortized value can be recovered through projected future undiscounted cash flows of the business 
acquired. Any permanent decline in the book value of goodwill is charged to income. 


Other assets, which include deferred charges, are amortized over a period ranging from 3 to 10 years. 
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1 Significant accounting policies (continued) 


(e) Foreign currency translation 


Net assets of self-sustaining foreign operations are translated using the current rate method. Adjustments arising 
from this translation are deferred and recorded as a separate item under shareholders’ equity and are included in 
income only when a reduction in the investment in these foreign operations is realized. Gains or losses on foreign 
currency balances or transactions that are designated as hedges of a net investment in self-sustaining foreign 
operations are offset against exchange losses or gains included in the separate item under shareholders’ equity. 


Other foreign currency transactions entered into by the Company are translated using the temporal method. 
Translation gains and losses are included in the Statement of Earnings. 


(f) Derivative financial instruments 
The Company uses various derivative financial instruments to reduce its exposure to fluctuations in interest rates and 
foreign currency exchange rates. These instruments are accounted for on an accrual basis. Realized and unrealized 
gains and losses on these financial instruments are deferred and recognized in income in the same period and in 
the same financial statement category as the income or expense arising from the corresponding hedged positions. 


(g) Stock-based compensation plan 
The Company maintains a stock option plan as described in Note 12c. No compensation expense is recognized for this 
plan when options are granted to employees at the management level. Any consideration paid by these beneficiaries 
on exercise of stock options is credited to capital stock. 


(h) Use of estimates 
The preparation of financial statements requires management to make estimates and assumptions that affect 
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities as at the date of 
the financial statements as well as the revenue and expenses for the year. Actual results could differ from those 
estimates. 


2 Change in accounting policies 
The Company has made certain changes in accounting policies to conform to new accounting standards. 


(a) Income taxes 
In December 1997, the Accounting Standards Board issued Section 3465 of the CICA Handbook, Income Taxes. Under 
the asset and liability method of Section 3465, future tax assets and liabilities are recognized for the future tax 
consequences attributable to differences between the financial statements carrying amounts of existing assets 
and liabilities and their respective tax bases. Future tax assets and liabilities are measured using enacted or substantively 
enacted tax rates expected to apply when the assets are realized or the liabilities settled. Future tax assets are recognized 
and if realization is not considered “more likely than not” a valuation allowance is provided. Under Section 3465, 
the effect on future tax assets and liabilities of a change in tax rates is recognized in income in the period that 


substantive enactment or enactment occurs. 


In 2001, the Company has adopted Section 3465 retroactively without restatement of the 2000 comparative figures. 


The opening balance of retained earnings of the prior period was reduced by $251,000. 


(b) Employee future benefits 
In March 1999, the Accounting Standards Board issued Section 3461 of the CICA Handbook, Employee Future Benefits. 


Under Section 3461, the Company is required to accrue the estimated cost of the contractual termination benefits, 
when it is probable that employees will be entitled to benefits and the amount can be reasonably estimated. The 


Company previously expensed the cost of contractual termination benefits, as the events had occurred and were paid 


by the Company. 


In 2001, the Company has elected to recognize this change in accounting policy on the immediate basis retroactively 


without restatement of the 2000 figures. The cumulative effect of this accounting change for termination benefits 


is reported as a restatement which decreased the opening balance of retained earnings by $2,965,000. 
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2 Change in accounting policies (continued) 


(c) Earnings per share 
In April 2001, the Company has adopted retroactively the new recommendations of the Canadian Institute of Chartered 
Accountants (“CICA”) dealings with earnings per share. These new recommendations of the CICA Handbook requires 
the disclosure of the calculation of basic and diluted earnings per share and the use of the treasury stock method 
for calculating the dilutive impact of stock options outstanding. This restatement did not have a significant impact 


on the diluted earnings per share. 


(d) Business combinations, goodwill and other intangible assets 
In August 2001, the CICA has issued Section 1581, Business Combinations, and Section 3062, Goodwill and Other 
Intangible Assets. The Company has adopted the recommendations of these new CICA Handbook sections which 
apply to business combinations initiated after June 30, 2001 and to business combinations consummated after 
June 30, 2001 that are accounted for in accordance with the purchase method. In accordance with Section 3062, 
goodwill and intangible assets with indefinite useful lives are not amortized and other identified intangible assets 


are amortized. 


For purchase business combinations consummated on or before June 30, 2001, the accounting under Section 1580, 
Business Combinations, and under Section 3060, Capital Assets, has been applied. Under these sections, goodwill 
and identifiable assets with an indefinite useful life are recorded and amortized until the Company adopts Section 
3062 of the Handbook, which must be applied by the Company for the year beginning on March 31, 2002. 


3 Information on earnings 


Financial expenses 


— o—_ 2002 2001 
interest on long-term debt $ 4,538 $ 3,221 
Amortization of financial expenses 390 176 

$4,928 $ 3,397 

4 Inventories 

~~ = 7 7 2002 2001 
Raw materials $ 8,108 $ 7,709 
Work in process 748 602 
Finished goods 15,034 14,117 

$ 23,890 $22,428 


5 Non-recurring charges 


Following changes in market conditions and evolution of the technology, the management of the Company did an 
in-depth review of the future use of its coffee services equipment and of its vending machines. Therefore, certain pieces 
of equipment have been written-off and others have been written-down. 


Paria _ 2002 2001 
Write-down of fixed assets $ 11,850 $ - 
Write-off of fixed assets 6,933 = 
Other restructuring charges i : ; 1,235 = 


$ 20,018 


a 0 eee eee 


6 Income taxes 


Income tax expenses are detailed as follows: 


a - 7 2002 2001 
Current $ 10,006 $12,098 
Future _ ee ee : -_ (8,330) ; (995) 


$8 676 5 203 


6 Income taxes (continued) 


Notes to consolidated financial statements 


The following table reconciles the statutory tax rate with the effective tax rate: 


= 2002, 2001 
Combined statutory tax rate 38.3% 38.4 % 
Losses recovered at a rate higher than the statutory rate (Ara) = 
Manufacturing and processing deduction (8.0) (252) 
Adjustment to future income tax assets and liabilities 

for enacted changes in tax laws and rates 4.9 Go) 
Other items —— J Sass : (5.2) (1.9) 
Effective tax rate : 25.4% 33.4 % 


The tax effects of temporary differences that give rise to significant portion of the future tax assets and future tax 


liabilities are as follows: 


= ers / 2002 2001 
Future income tax assets - current: 
Employee future benefits $ 334 $ 75 
Reserve deductible in future years 2,024 = 
2,358 15 
Future income tax assets — non-current: 
U.S. tax losses carried forward 6,968 3,513 
Employee future benefits 946 1,437 
Reserve deductible in future years - 1,486 
Total future income tax assets — non-current 7,914 6,436 
Future income tax liabilities — non-current: 
Differences between book and tax bases of fixed assets 2,219 5,925 
Differences between book and tax bases of other assets 1,185 2,124 
Total future income tax liabilities — non-current 3,404 8,049 


Net future income tax asset (liability) — non-current_ no ; $ 4,510 $(1,613) 


The Company has not recognized a future tax liability for the undistributed earnings of its subsidiaries in 2002 and prior 
years because the Company does not expect those unremitted earnings to reverse and become taxable to the Company 
in the foreseeable future. All future tax liability will be recognized when the Company expects that it will recover these 


undistributed earnings in a taxable manner. 


As at March 30, 2002, the Company had losses carry forwards of $18,080,000 from subsidiaries. These losses are available 
to reduce the taxable income of future years and expiring at different dates from 2004 to 2020. The future tax asset 


related to these operating losses has been recorded in the financial statements. 


Earnings per share 


Basic earnings per share is calculated by dividing the net earnings attributable to the common shareholders by the weighted 


average daily number of common shares outstanding during the year. 


Diluted earnings per share is calculated by dividing the net earnings attributable to the common shareholders by 
the weighted average number of common shares outstanding restated to take into account the potential dilutive impact 


of the exercise of the stock options. 


(in thousands) : : - ee eee 2002 2001 — 


Weighted average number of outstanding common shares 21,604 21,590 
Potential dilutiveimpact. ___262,— C838 


21,866 21,921 


Weighted average number of common and dilutive common shares 


Investments 

: 2002, 2001 

Shares in companies subject to significant influence, nee 
voting and participating, at equity value $ 2,970 3,063 

Advance to companies subject to significant influence, y ; 
without interest nor repayment terms eiee BEB OS 
Br peta 4 >) oo 
Portfolioinvestment oer A ere 
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Fixed assets 


2002 
Accumulated Net book 
Cost depreciation value 
Land $ 1,624 $ = $ 1,624 
Buildings 14,260 3,756 10,504 
Coffee service equipment and vending machines 161,669 81,802 79,867 
Machinery and equipment 33,809 18,109 15,700 
Furniture, computer equipment and leasehold improvements 25,549 13,766 11,783 
Automotive equipment 17,892 9,489 8,403 
Construction in progress 287 = 287 
$ 255,090 $ 126,922 $ 128,168 
2001 
Accumulated Net book 
Cost depreciation value 
Land Cet 624: $ - $ 861,624 
Buildings 14,098 3,306 10,792 
Coffee service equipment and vending machines 175,648 89,741 85,907 
Machinery and equipment 28,812 Ay") 13,553 
Furniture, computer equipment and leasehold improvements 24,104 13,437 10,667 
Automotive equipment 16,829 10,064 6,765 
Construction in progress 1,884 = 1,884 
$ 262,999 $ 131,807 $ 131,192 
Other assets 
; 2002 2001 
Goodwill, at amortized cost $ 131,473 $ 125,373 
Goodwill, at unamortized cost 3,378 - 
Other assets, at amortized cost 6,009 3,456 
$ 140,860 $ 128,829 
Long-term debt 
2002 2001 
Revolving bank credit (i) $ 111, 386 $ 72,184 
Mortgage loan, 11.75%, repayable in blended monthly installments of $18,000 
until November 1, 2003, including principal and interest, secured by land 
and building having a net book value of $5,865,000 1,583 1,613 
Mortgage loan, 10.88%, repayable in blended monthly installments of $15,114 
until May 1, 2002, maturing in May 2007, including principal and interest, 
secured by land and building having a net book value of $1,329,000 719 818 
Due to non-controlling shareholders (US$1,400,000), bearing interest at 12%, 
maturing on December 31, 2002 2,233 2,207 
Other 3,777 4,021 
119,698 80,843 
Less current portion _ 24,306 690 
$ 95,392 $ 80,153 


(i) As at March 30, 2002, these borrowings were drawn on a bank credit facility of $150 million. The bank credit facility 
is composed of two tranches. The first tranche of $60 million is a one-year revolving facility that can be extended on 
a yearly basis and the second tranche of $90 million is a three-year revolving facility that can be extended for two 
revolving periods of one year. At maturity, the borrowed amounts of the first tranche are to be reimbursed in full while 


the borrowed amounts of the second tranche will be converted into a two-year term loan repayable in eight quarterly 


installments beginning three months following the effective date of the term loan. 


The credit agreement governing this bank credit facility contains certain covenants, among which is the obligation 
to maintain certain financial ratios. The borrowed amounts bear interest at floating rates based on Bankers’ Acceptances 
or the bank prime rate. The bank credit facility is secured by all of the assets of Van Houtte Inc. 
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In accordance with the terms of various borrowing agreements and excluding any refinancing options, the Company will 


make the following repayments over the next few years: 


2003 $ 24,306 
2004 1,858 
2005 308 
12 Capital stock 
= = 2002 2001 
Authorized: 
Unlimited number of multiple voting shares with voting rights of five votes per share, 
participating and without par value 
Unlimited number of subordinate voting shares with voting right of one vote per share, 
participating and without par value 
Unlimited number of Classes A and B preferred shares, issuable only in series, 
non-voting and without par value 
Issued and paid: 
5,300,000 multiple voting shares (5,500,000 shares in 2001) $ 353 $ 367 
16,235,981 subordinate voting shares (16,103,981 shares in 2001) 127,485 127,218 
$ 127,838 $ 127,585 


a re Mee 


(a) Share issue and repurchase - 2002 


On December 5, 2001, as part of a private investment, 50,700 subordinate voting shares were issued for a consideration 
of $1,314,840. Share issue expenses were recorded as a reduction of retained earnings. 


On July 23, 2001, 200,000 multiple voting shares were exchanged for subordinate voting shares. 


During the year, 273,000 subordinate voting shares were redeemed for a consideration of $7,393,000. The excess 
of the price paid over the average cost of these shares as well as the redemption expenses net of taxes of $5,259,000 
were recorded as a reduction of retained earnings. 

During the year, 154,300 subordinate voting shares were issued upon the exercise of stock options, for a consideration 


of $1,072,375. 


(b) Share issue and repurchase - 2001 


On June 15, 2000, as part of a private investment, 150,000 subordinate voting shares were issued for a consideration 


of $3,712,500. Share issue expenses were recorded as a reduction of retained earnings. 
On July 6, 2000, 300,000 multiple voting shares were exchanged for subordinate voting shares. 


On December 7, 2000, as part of a private investment, 78,432 subordinate voting shares were issued for a consideration 


of $2,000,016. Share issue expenses were recorded as a reduction of retained earnings. 


During the year, 263,700 subordinate voting shares were redeemed for a consideration of $6,040,000. The excess 
of the price paid over the average cost of these shares as well as the redemption expenses net of taxes of $3,976,000 


were recorded as a reduction of retained earnings. 
During the year, 66,150 subordinate voting shares were issued upon the exercise of stock options, for a consideration 


of $541,388. 


(c) Stock option plan 


Under a stock option plan, 1,650,000 subordinate voting shares were reserved for certain employees at the management 
level of the Company. The exercise price of each option is determined by the closing trading price of the subordinate 
voting shares on the business day preceding the grant. Each option may be exercised during a period not exceeding 


ten years from the date it was granted. 
The following table provides details regarding changes to outstanding options for the years ended March 30, 2002 


2002 2001 


and March 31, 2001: 
Weighted average Weighted average 


Options exercise price Options exercise price 

Balance at fesning 1,457,618 $ 20.24 1,175,501 $18.95 
Granted (cancelled) (72,719) 27.93 348 , 267 22.19 
Exercised (154,300) __ 6.95 (66,150) 8.18 
Balance at end of year 1,230,599 $ 21.42 1,457,618 $ 20.21 
$ 15.60 394,150 8) Goi? 


Vested options at end of year 480,624 
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12 Capital stock (continued) 


(c) Stock option plan (continued) 
The following table provides summary information regarding outstanding options as at March 30, 2002: 


= Options outstanding Options exercisable 
Number of Weighted 

Range of outstanding average Weighted Number Weighted 
exercise options as at years to average exercisable average 
prices March 30, 2002 maturity (years) exercise price March 30, 2002 exercise price 

$5 @ 10 246,550 2x7 ‘Sm Ori7 2 238,550 $ 6.69 
10 @ 15 12,000 4.9 14.00 8,000 14.00 
15 @ 20 33,000 5.2 15.75 17,000 15.75 
20 @ 25 575,500 7-9 23.40 148,500 23.30 
25 @ 30 343,549 6.3 28.91 61,908 29.96 
30 @ 35 ____ 20,000 6.2 30.75 6,666 30.75 
$5 @ 35 1,230,599 6.3 $ 21.42 480,624 $ 15.60 


13. Currency translation adjustment 


7 ; 2002 2001 
Balance at beginning $ 2,005 $ (355) 
Effect of exchange rate variation on translation 
_ of net assets of U.S. subsidiaries : ; 600 2,360 


Balance at end $ 2,605 $2,005 


14 Commitments 


The Company rents premises and equipment under operating leases which expire at various dates up to 2013 and for which 
gross rents total $22,626,000. Of this amount, a portion of $5,006,000 is assumed by the franchisees of the Company. 
Annual payments under these leases for the next five years are as follows: 


———— Gross Franchisees Net 
2003 $ 6,465 $1,264 $5,201 
2004 5,299 1,096 4,203 
a 4,172 912 3,260 
2006 3,282 762 2,520 
2007 09 eee 


15 Contingencies 


The Company is involved in various lawsuits and claims. Management is of the opinion that the resolution of these claims 
would have no material impact on the Company's financial position or results of operations. 


16 Additional information on cash flows 


a : : _ ___ 2002 2001 
Operating activities: 
Changes in non-cash operating working capital items: 
(Increase) decrease of the undernoted items: 
Accounts receivable $ (3,371) $ (4,961) 
Inventories (1,462) (1,540) 
Prepaid expenses 136 (2,550) 
(Decrease) increase of the undernoted items: 
Accounts payable and accrued liabilities 3,096 7,014 
Income taxes payable (2,792) (108) 
_ Working capital acquired _ ' 1,484 7,009 
$ (2,909) $ 4,864 


———— A A 


Cash payments of interest and income taxes were as follows: 


Cash interest payments $ 5,108 $ 3,488 
Cash payments for income taxes $ 11,451 $12,668 
Purchase of fixed assets financed by accounts payable $ 1,257 $ 678 
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17 Business acquisitions 


The business combinations are accounted for using the purchase method. 

(a) 2002 
During the year, the Company acquired certain assets and working capital of coffee service businesses for a total cash 
consideration of $19,730,000. Moreover, an amount of $708,000 was paid in cash for the acquisition of Gold Cup Coffee 
Company Ltd. representing the final payment of the purchase price, based on a pre-determined formula at the time 
of the acquisition. This amount was recorded as goodwill. 

(b) 2001 
On February 21, 2001, the Company acquired all of the Canadian assets anda part of the U.S. assets of USREFRESH, 


a subsidiary of US Office Products Company. The total cost of the transaction paid in cash, including expenses, was 
939,635,000. 


During the year, the company also acquired certain assets and working capital of coffee service businesses for a total 
cash consideration of $9,797,000. Moreover, an amount of $1,200,000 was paid in cash for the acquisition of Gold Cup 
Coffee Company Ltd. for which the purchase agreement allows for the purchase price to be increased subject to 
a maximum, cumulative earn-out provision of $5,327,000 by the end of fiscal year from 1999 to 2001, based ona 
pre-determined formula at the time of the acquisition. This amount was recorded as goodwill. 


Finally, the Company sold during the year some branches related mainly to the conduct of vending businesses in Ontario 
and the Maritimes for a cash amount of $1,137,000. 


The acquisitions are summarized as follows: 


7 2002 2001 
Assets acquired: 
Non-cash operating working capital $ 1,484 $ 7,009 
Investments = al, 5 GIP aL 
Fixed assets 4,634 14,082 
Other assets 799 125 
Goodwill 14,028 27,896 
$ 20,946 $ 50,233 
Liabilities assumed: 
Long-termdebt 7 2 S27) 
= SHS)T/ 
Non-controlling interest = Sey at __ 363 m3) 
Net assets acquired at fair value $ 20,583 $ 49,859 
Cash consideration paid $ 20,438 $ 49,495 


18 Financial instruments 


(a) Foreign exchange risk 
The Company makes some of its purchases in US dollars and enters into various types of foreign exchange forward 
contracts in order to manage its foreign exchange risk. The Company does not hold nor issue such financial instruments 
for trading purposes. As at March 30, 2002 and March 31, 2001, the amount of these contracts was not significant 


and their fair value approximated their book value. 
The Company does not foresee any failure by the counter-parties to these contracts as they are financially-sound 


Canadian banks. 


(b) Credit risk 
The Company does not have a significant exposure to any individual customer nor counter-party. The Company 
reviews a new customer's credit history before extending credit and conducts regular reviews of its existing customers’ 
credit performance. An allowance for doubtful accounts is established based upon factors such as the credit risk 


for specific customers, historical trends and other information. 


(c) Fair value of financial instruments 
The carrying value of cash, accounts receivable, accounts payable and accrued liabilities approximates their fair value 


because of the near-term maturity of these instruments. The carrying value of the revolving term loan and other debt 
approximates its fair value, as the interest rates vary based on market rate. The fair value of mortgage loans and of 
the amount due to non-controlling shareholders, calculated at the value of contractual future payments of principal 
and interest, discounted at the current market rate of interest available to the Company for the same type of debt 


instrument, is $4,788,356 (2001 - $5,070,101). 
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Segmented information 


Following a reorganization of its operating units, the company elected to include Vending Services under the Manufacturing 
of single-cup brewing equipment, roasting and marketing of coffee and to exclude it from the Coffee Services segment. 


The comparative figures have been restated to give effect to this change. 
Business segments are now classified as follows: 


a) Manufacturing of single-cup brewing equipment, roasting and marketing of coffee and vending machines; 


b) Coffee services. 


These segments are managed separately since they all require specific marketing strategies. The Company assesses 
the performance of each segment based on operating income before amortization and financial expenses. 


The accounting policies of each segment are identical to the accounting policies used for consolidated financial statements. 


Segment income includes income from sales to third parties and inter-segment sales. These sales are accounted for at 


prevailing market prices. 


a _— 2002 2001 
Business segments 
Revenues: 
Manufacturing and marketing $ 161,603 $ 164,565 
Coffee service 192,582 1555395 
Intersegment (37,124) (40,787) 
$ 317,061 $ 279,173 
Operating earnings before depreciation and amortization, financial expenses 
and non-recurring items: 
Manufacturing and marketing $ 34,165 $ 31,468 
__ Coffee service : 32,127 34,063 
66,292 65,531 
General corporate expenses (2,375) (2,241) 
$ 63,917 $ 63,290 
Assets 
Manufacturing and marketing $ 145,827 $ 125,651 
Coffee service 246,175 229,900 
Intersegment (18, 362) (14,849) 
$ 373,640 $ 340,702 
Additions to fixed assets and other assets: 
Manufacturing and marketing $a 985427 $ 7,021 
_ Coffee service 30,440 26,401 
$38,567 $ 33,422 
Depreciation and amortization of fixed assets: 
Manufacturing and marketing $2°75354 $ §=7,033 
_ Coffee service 19,640 15,949 
$ 26,991 $ 22,982 
Geographic segments 
Revenues generated by operations: 
Canada $ 224,371 $5210),201 
United States 90,145 65,822 
_ Other countries 7 2,545 3,140 
$ 317,061 $ 279,173 
Fixed assets and other assets 
Canada $ 164,608 $ 169,620 
_ United States 2 - 97,688 86,939 
$ 262,296 $ 256,559 


Comparative figures 


Certain comparative figures have been reclassified to conform with the financial statement presentation adopted 
in the current year. 


All of these cups have one thing in common. 
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This, &@ 


Van Houtte’s coffee-blending expertise is highly developed. 
So highly developed, in fact, that our coffees will always 
deliver the same exceptionally fine taste, no matter where 
you indulge: at home, in the office or on the go. That holds 
true for anywhere in North America. And it holds true for 


every cup—no matter which. 


Quench your passion for coffee. Visit us at cE (oa = 


www.vanhoutte.com i your cup 


..and it all ends with 
the best coffee in the world. 


